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DENMARK-KEY ECONOMIC INDICATORS 


(In millions of U.S. Dollars wnless otherwise stated, converted from DKR figures at 


the exchange rate of DKR 1.00 equals $0.16) 


INCOME , PRODUCTION, EMPLOYMENT : 


GNP at current prices 

GNP at constant (1975) prices 

Per Capita GNP, current prices, $ 
Fixed Investment, current prices 
Personal Income, after taxes, 
current 

Labor Force (1,000) 

Average Unemployment Rate 


INDICES (Base year in parenthesis) 


Sales of Industrial Products (1974) 

Hours worked in manufacturing (1972) 
based on 1975 weights 

Hourly Wage Rate in Mfg. (1972) 
based on 1975 weights 


MONEY AND PRICES: 


Money Supply (M I) 
Banks Lending Rate 


INDICES (Base year in parenthesis) 


Wholesale Prices (1968) 
Consumer Retail Sales (1968) 
Consumer Prices, incl. taxes (1964) 


BALANCE OF PAYMENT AND TRADE: 


Gold & Foreign Exchange Reserves 
External Government Debt 
Annual Debt Service ratio 
Current Balance of Payments 
Balance of Trade (cif/fob) 
Exports (fob) 

U.S. Share 
Imports (cif) 

U.S. Share 


1975 


32 5956 
32 ,956 
6,515 
6 468 


19,900 
2,486 
5.3% 


8,760 
12.1% 


917 
1,143 
2.7% 
491 
-1,548 
8,005 
413 

9 5553 
578 


1976 % Change 1977 E* 


37,636 14.2% 
34,581 4.9% 
7,423 13.9% 
8,027 2.1% 
22,100 11.1% 


2,531 1.8% 
5 5% n/a 


16.7% 


2.4% 


11.8% 


9,305 6.2% 


15.3% n/a 


8.2% 
14.2% 
9.0% 


1,003 9.4% 
2,633 130.4% 
2.7% N/A 
-1,845 N/A 
-3,190 N/A 
8,805 10.0% 
503 21.8% 
12,002 25.6% 
616 6.6% 


41,500 
35,000 
8,160 
8,450 


25,000 
25919 
6.5% 


10 ,000 
14.5% 


1,970 
3,906 
4 3% 
1,500 
3,045 
9 5675 
545 
12,720 
775 


Main imports from the U.S. (Jan-Sep 1977) (Thousands of metric tons where applicable 
and millions of U.S. Dollars): Machinery $ 145; Soybeans 256 MI $76; Grain 269 MT 
$46; Chemicals and products $37; Instruments $32; Transport equipment $28; Feedstuffs 
$28; Tobacco 6 MT $18; Plywood 73,662 cubic meters $17; Fruit and Vegetables $11. 


* Estimated 





SUMMARY 


The Danish economy expanded by only one percent in 1977 and growth 
in 1978 is unlikely to be much greater. The economy thus turned 
sluggish again after a temporary upturn in 1976. Aggregate domestic 
demand in 1977 was nearly stagnant, some small increase in plant 
investment being offset by a decline in homebuilding. Consumer de=- 
mand showed no increase and public outlays added little economic 
impetus. Imports declined somewhat while exports rose moderately. 


In 1978, private consumption is expected to drop slightly while in- 
vestment in business and homes may stabilize. Public employment 
incentives could contribute a limited stimulus. Imports may continue 
to decline and exports to rise, both slightly. 


The sluggish trend results partly from disappointing export performance 
and a consequent reluctance in industry to invest, partly from deliber- 
ate official efforts to restrain domestic consumption. In 1975-76 the 
government in anticipation of an international upturn allowed tax relief 
programs to boost domestic consumption. As this action hurt the 

balance of payments more than it helped employment, the government was 
soon forced to slam on the brakes again. 


Present demand restraint has begun to mitigate the payments deficit 
but it will presumably take several years of austerity to achieve 
equilibrium. In the meantime, stagnant or slowly growing production 
will not be able to absorb the labor supply, and unemployment will 
rise further. The slack demand for labor, on the other hand, will 
help implementation of the wage restraint measures included in govern- 
ment programs. 


Inflation today has declined somewhat from previous very high levels, 
permitting profits to pick up from prior depressed levels. 


Current payments deficits have been more than covered by extensive 
borrowing abroad by both government and business. Foreign exchange 
reserves have thus been preserved and raised to a level which has 
made it fairly easy for the Danish krone to hold its position in the 
European Monetary Cooperation (Snake) without too much intervention. 
Minor periodic exchange rate adjustments have occurred, but no major 
devaluation of the krone is contemplated. 


A large fiscal deficit is being neutralized by government bond sales. 
Credit and liquidity are rather tight and interest levels corres- 
pondingly high. Money supply growth has been reduced to a level 
compatible with the small growth of the economy. 
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As an export market, Denmark did not offer much in 1977 and may offer 
even less in 1978. American exports were nevertheless fairly high in 
1977 but this was partly due to temporarily large farm goods imports 
which will not persist in 1978. Improved competitiveness may help 
maintain U.S. export of capital equipment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Adjustment to Meet Major Problems 


The government has initiated a medium-term economic adjustment pro- 
gram to mitigate and eventually solve the country's crucial economic 
problems: a large payments deficit, a high rate of unemployment, 
and, as one of the keys to both problems, a still excessive rate of 
inflation. The minority labor government in cooperation with the 
Conservative-Liberal opposition in this situation has given priority 
to balance of payments considerations in a deflationary policy of 
fiscal, monetary and wage restraint, accepting that unemployment pro- 
bably will not be materially reduced wntil the 1980's. 


Legislation in 1976 and again in 1977 imposed narrow limits on public 
spending, while sales taxes were raised. Wage restraint measures 

have slowed the wage rise, helped undoubtedly by low demand for labor. 
The combined wage-price-tax effect will lead to some reduction in 

real earnings in both 1977 and 1978. At the same time, Treasury / 
Central Bank operations have reduced the growth in money supply sub- 
stantially, and interest rates are kept high. 


Domestic Demand Stagnant, Exports Up Slightly 


Consumer sales, flat in most of 1977, fell in the last quarter when the 
value-added tax (VAT) was raised from 15% to 18% and other sales 

taxes were increased too. The resulting moderate decline in real 

wages will persist through the better part of 1978, and the consumer 

market is likely to remain correspondingly depressed. This depression 

could become deeper and more prolonged than actually warranted by 

wage conditions, depending upon psychological effects stemming from 
recognition that unemployment has come to stay and that austerity may be re- 
quired for quite some time. 


Despite a large fiscal deficit, the public sector is adding little 
stimulus to the economy. Various employment incentives included in the 
government's present three-year program will probably take effect 

only toward the end of 1978 and their impact may depend upon business 
confidence in the future. The current fiscal deficit is thus not a 
reflection of greater public activity or of a deliberate easing of 

fiscal policy but is rather the result of the present situation during 
which slow sales reduce tax revenues while high unemployment necessitates 
rising social benefits. 
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The investment climate is cool. Investment, previously high by interna- 
tional standards, has dropped from a peak 22% of GNP (in 1973) to 

about 16%. An exception is the farm sector where recent favorable price 
developments have boosted investment. An increase of about 20% in 

farm investment in 1978 is not unlikely. In the non-farm sector, 

plant investment rose 5% in 1977 but is expected to slow down in 

1978. Equipment purchases are down already and expected to drop 
further. Homebuilding, an erratic sector, was down in 1975, recovered 
in 1976 but declined again in 1977. It now appears that stablization 
may take place, but at a level somewhat below the previous official 
target of 40,000 home wits per annum. 


Against the background of stagnant domestic demand, hopes for expan- 
sion concentrate upon the export sector. Prospects of a return to 
pre-crisis gains however are remote. In most sectors, exports rose 
about 4% in 1977 but the 1978 gain is likely to be smaller. 


Production Growth Insufficient to Alleviate Unemployment 


Manufacturing industries had an 8% production gain in 1976 that about 
offset the previous year's decline. By the end of 1977, it looked as if 
this gain had been barely preserved. Some improvement at the beginning 
of 1977 was lost over the year, not least because of restrictive 
measures in the last quarter. Initially, export sales of capital 

goods were rather high but dropped sharply later in the year. There 

is still some expansion in exports of semi-manufactures and consumer 
goods but export market prospects, particularly in the important 

Swedish market, are far from bright. Domestic sales of industrial 

goods are flat with downward trends. 


Among individual industries, losses in 1977 of previous gains in the 
dominant machinery industry kept pace with the decline in exports of 
capital goods. Foundries and related industries still showed some 
progress, however. There was also some continued advance in food 
processing, and brick and mortar industries improved with the stabil- 
ization in construction. Chemical and graphic industries were near 
stagnation while wood industries as well as textiles and garments 
showed declining production. Shipyards thus far have kept production 
up but their orderbooks are much reduced. They may lose as much 

as 65% of their export volume in 1978. With manufacturing industries 
generally near stagnation, agriculture, helped by a very good harvest, 
provided about half the limited growth of the economy in 1977. 


Although the productivity gains in industry have, after the 1975 record 
of 9%, turned to a normal rate of 3%-4% per annum, the limited pro- 
duction increase is insufficient to employ the present work force, 

much less to absorb new labor inflows. In recent years, the labor 
force has been growing at rates twice those warranted by the growth 

in active population, partly because more women are seeking jobs when 
husbands are unemployed or in danger of losing their jobs. Service 
industries and the public sector cannot, with present budgetary 
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restraints, absorb the surplus. Unemployment rose from 5.5% in 1976 
to 6.5% in 1977 and is likely to rise further in 1978. During the 
winter 1977/78 unemployment may well exceed 8%. As mentioned, em= 
ployment incentives, including selective wage subsidies for youth 
workers, may offer delayed and limited help. 


Prices, Wages, and Profits 


The rate of inflation has been reduced to about the average European 
level and is thus below that of several other European countries, 
including Scandinavia. On a national accounts basis the rate is 
still at 9% and is not likely to decline much in 1978. In 1977, 
consumer prices rose somewhat faster, partly because of higher sales 
taxes. With the heavy import component in Danish production and 
consumption, price-setting still depends much upon developments 
abroad. It would appear, however, that domestic sources of inflation 
have been checked to some extent. The industrial wage rise in 1977 
probably was below 10%,a significant improvement from the double 
rates in 1974-75. This reduction resulted mainly from the govern- 
ment's incomes restraint measures but also from reduced labor demand. 
Wage drift is clearly quite limited at present. 


Wage moderation is also likely to continue in 1978, but later devel- 
opments are more uncertain because a partial suspension of the auto- 
matic wage escalation system expires in early 1979. At present workers 
are being compensated by government payments into pension funds. These 
will also cease in 1979. Union claims for backlog payments may then 
well materialize. 


The government is eager to maintain its incomes policy in order to 
preserve and, if possible, improve Denmark's competitive position 
internationally. It will probably, however, have to find trade-offs 
to unions in order to reduce wage demands. The dormant "economic 
democracy" issue (greater worker participation in ownership) has 

been revived and a bill for more extensive capital gains taxation has 
been proposed. Neither measure is popular with the opposition or 
with business. 


External Trade and Payments 


Because most raw materials and many semi=manufactures must be imported, 
Denmark normally has a foreign trade deficit which is partly offset 

by earnings from shipping, tourism, and other invisibles. The trade 
deficit which rose sharply after the oil crisis was reduced to prior 
levels in 1975. In 1976, however, tax relief programs led to rising 
consumer demands which were primarily directed toward imported goods, 
and the trade deficit doubled that year. In 1977, imports were down 
slightly and this decline is expected to continue in 1978. Despite 

the limited growth in exports, the trade deficit was reduced and may 
be further reduced in 1978. 
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During 1977, imports of consumer goods declined steadily, except 
third quarter when hoarding occurred prior to tax increases. In 
view of the present drop in real wages, the decline is likely to 
continue in 1978 though imports may stabilize in the second half 
the year. 


Imports of capital equipment which attained a high level in 1976, 

have since dropped off and will continue to do so in 1978. Industries 
are working well below capacity and demand prospects are not encoura- 
ging new investment. There may be some temporary boost of imports 
late in the year prior to expiration of current investment incentives. 


Imports of raw materials and semi~manufactures for manufacturing and 
construction were stagnant or down in 1977 and stabilization at present 
levels is the most optimistic forecast for 1978. The farm sector in- 
creased imports of fodders and other materials in 1977 because of the 
poor Danish harvest in 1976. Considering the excellent harvest of 
1977, however, imports are likely to decline again in 1978 despite 

some anticipated rise in animal production. 


The improvement in the commodity trade balance in 1977 was augmented 
by increased earnings on invisibles. The external payments deficit 
was reduced correspondingly, with some further reduction expected in 
1978. The deficit could easily rise again, however, once demand 
recovers, unless structural changes take place in the meantime. 


External Deficit Financing and Currency Developments 


In both 1976 and 1977 current balance of payments deficits were largely 
covered by public borrowing abroad. Since the private sector also 
borrowed quite heavily abroad in 1977, foreign exchange reserves 
doubled that year to a level of some two billion dollars. 


The Danish krone is still tied to the Deutschmark within the European 
monetary cooperation, the so-called Snake. With reserves being maintained 
at a comfortable level, despite the large current deficits, it has 

been reasonably easy for the krone to hold its position in the Snake 
without much intervention, although speculative pressures have developed 
from time to time. Minor exchange rate adjustments took place in 
October 1976 and in April and August 1977 but in all instances allegedly 
in the interest of harmonization with the other Scandinavian currencies 
rather than because of direct pressures on the Danish krone. After 

each adjustment the krone stayed high within the Snake margins and 

only gradually dropped to a lower level. Since 1972, the Danish 

krone has thus actually revalued about 10% relative to Denmark's 

trade partners (15-17% in relation to dollars). 


Since the Swedish departure from the Snake in August 1977, the re- 
maining Scandinavian countries are considered the weak partners in the 
system. It would appear, however, that the Danish krone has had less 
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trouble than the Norwegian in keeping off the intervention floor. 
When the Norwegian krone devalued in February 1978, the Danish krone 
did not follow. While a continued upward move of the Snake in rela- 
tion to outside currencies, not least dollars, would undoubtedly 
create tension in the Snake, Denmark is determined to hold on to the 
system and to avoid a devaluation which it believes would jeopardize 
its present deflationary policy. The possibility of success for this 
policy has improved with the holding in check of the balance of pay- 
ments deficit and the significant build-up of reserves over the 

past year. 


Money and Credit 


The growth in money supply which reached exorbitant rates of 25-27% 
in 1975 and 1976, has been checked. Since the last quarter of 1976 
the growth rate for M-2 has been below 10% and for M=1 even lower. 
The money supply is thus not growing any faster than the economy, 
including price rises. 


This reduction in the growth of money supply occurred although the 
fiscal deficit was not reduced from 1976 to 1977 and the external 
payments deficit was only moderately reduced. There were important 
shifts, however, in the financing of these deficits. In 1976, the 
Treasury financed only a small fraction of its deficit by bond sales 
while the private sector financed a correspondingly small part of the 
external deficit by foreign credits. Conversely, in 1977 the Treasury 
sold bonds in excess of the fiscal deficit while foreign capital 
inflows covered the better part of the external payments deficit. 
Thus, while fiscal outlays in 1976 added considerable liquidity to 
the economy, which to a large extent was spent on external payments, 
the fiscal and external accounts in 1977 both approached equilibrium, 
each exercising a moderately contractive influence on liquidity. 
Liquidity effects of government borrowing abroad are traditionally 
neutralized by the freezing of loan proceeds in the central bank so 
that these loans affect only foreign exchange reserves. At the same 
time, however, the expansion of domestic credit slowed considerably, 
partly because of statutory restrictions imposed on the banking 
system, and partly because of slow investment and reduced credit 
demand from business. About half of new bank credit in 1977 went 
directly to households. 


Tighter liquidity has forced interest rates upwards. In this respect 
a reduction of the official discount rate from 11% in 1976 to 9% in 
1977 has had little impact. If banks draw on the central bank beyond 
certain limits, they are penalized by a 16.5% interest rate anyway. 
Banks' lending rates are thus effectively as high as 17%. The same 
rate is offered by the Treasury on short term bonds and has success- 
fully attracted household savings previously held on deposit. The 
rates on mutual mortgage bonds have risen from 14% to 16% while first 
class private mortgages render 19%. 
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IMPLICATIONS FOR THE UNITED STATES 


The major U.S. exports to Denmark are farm products, investment goods , 
and selected building materials. Since the Danish markets for all 
these commodity groups are expected to stagnate or decline in 1978, 
prospects are dimmed. U.S. exports, however, have previously shown 
stamina when the Danish market was weak and may do so again. Because 
of recent international monetary and labor cost developments, prices 
on U.S. goods have become more interesting for Danish buyers who pre- 
viously were attracted mainly by superior U.S. quality. There were 
indications also in 1977 that U.S. exporters, especially of capital 
equipment, benefited from this relative improvement and gained in an 
otherwise weakening market. In other instances, however, U.S. products 
yielded because of unfavorable price relations. 


With regard to capital equipment specifically, total imports of which 
fell during 1977, U.S. products performed better than average and 
improved their share of the market from 8% to 9%. Data processing 
equipment had an exceptional import rise of 40% with the U.S. retaining 
about one-third of the market. In 1978 overall imports of capital 
equipment may decline further, depending upon the extent manufacturers 
utilize the 10% investment tax credit which expires by the end of the 
year. 


After a prolonged period of gain U.S. sales of scientific and other instru- 
ments lost ground in 1977 and may at best in 1978 stabilize at present 
levels. Trends are affected by budgetary stringency in purchasing 
institutions. The U.S. position is also probably affected by less favor- 
able tariff treatment under the so-called Florence Agreement. 


The dominant position of U.S. plywood in the Danish building industry 
received a slight blow in 1977. While overall imports fell in 1977 
in step with building activity and may stabilize at this lower level 
in 1978, Canadian price competition has reduced the U.S. market share 
from 90% to 80%. The Canadians, who are new in the Danish market, 
sell at prices 6% below those offered by the U.S. 


The consumer goods market, which has not been of major interest to U.S. 
exporters, will be slow in 1978. A sharp rise in exports of jeans to 
Denmark in 1977 probably reflected American manufacturers' diversion 
of production from their European plants back to the U.S. 


Several U.S. farm products have very stable markets in Denmark, with 
year-to-year fluctuations, usually reflecting Danish crop conditions. 
In 1977, soybean sales dropped some 10% quantitatively but price 
rises more than made up for the loss. Conversely, grain sales rose 
45% in quantity and sales of other feedstuffs about doubled. Because 
of greater Danish self-sufficiency, sales of soybeans in 1978 may 
stabilize, and sales of grains and feed-stuffs may fall. 
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Very large tobacco imports from the U.S. in 1977 reflected the take 
home of stocks previously purchased prior to the implementation of 
the full E.C. external tariff on July 1, which raised the cost of 
U.S. tobacco in Denmark by 3%. Subsequent imports, also in 1978, are 
likely to be lower, probably by as much as 20% in 1978. 


American quality meat has attained a 40% share of the market for 
imported meat and still shows good prospects. Edible offals used by 
the Danish pharmaceutical industries are also selling well. U.S. 
orange juice may improve its market share in 1978, partly because of 
superior quality and partly because the price gap to competitors is 
closing. 


Significant U.S. Export Possibilities: 


Investment Goods for Agriculture, Manufacturing and Construction. 
Selected Meat Products. 


Available by subscription from the Superintend 
additional. Single copies, 50 cents, available 


ent of Document 
a adiemete ce D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
es Branch, Room 1617, U.S. Department of Commerce, Washington, D.C 20230 








AST-WEST FRADE 


Market Data Package 


A New Market Research and Evaluation Tool 
Custom-Made for Your Company’s Product Line 


Each Market Data Package contains: 


e Projected U.S. export potential in eight Communist countries. 


e Exports, including trade shares, by the United States and other Western 
nations to the Communist countries. 


© Communist country exports to the United States and other Western nations. 
© Detailed U.S. export-import trade with each Communist country. 


e Names and addresses of the Communist country Foreign Trade Or- 
ganizations purchasing your product. 


The eight Communist countries are: 


The U.S.S.R. German Democratic Republic 
Bulgaria Poland 

Czechoslovakia Romania 

Hungary People’s Republic of China 
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SEND FOR YOUR FREE 

BOOKLET DESCRIBING Name 

the East-West Trade Market Address 
Data Package and find out how 

to order the data package in City, Stabe 
which you are interested. Company, Title — 





Mail To: 


Office of East-West Trade Development, MDP 
Bureau of East-West Trade 

U.S. DEPARTMENT OF COMMERCE 
Washington, D.C. 20230 





